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PAPUA NEW GUINEA KEY ECONOMIC INDICATORS 


All values in million kina (unless otherwise specified) 


Exchange rates: 
K1.00 = (12/77) US$1.320 (09/80) USS$1.5323 
(12/78) US$1.4530 (12/80) USS$1.5362 
(12/79) US$1.4488 (02/81) US$1.5173 


Through 
End of Year: 1978 1979 Sept., 1980 


INCOME & PRODUCTION 

GDP at current prices® 1297 1383 
GDP at constant 1977 prices : 1112 1236 
Urban weekly minimum wage (kina) 29.70 30.90 


MONEY & PRICES 

Money Supply (m3)> 

Commodity Stabilization Fund Deposits 
(included in M3) 

Bougainville Copper Ltd. Deposits 
(included in M3) 

Consumer Price Index© (1977 = 100) 

Percentage change in CPI for previous 
12 months 


BALANCE OF PAYMENTS & TRADE 
Gold & Foreign Exchange Reserves 
Balance of payments© 
Balance of Trade© 
Exports 
Imports 


c 


Exports to United States 
Imports from United States 


EXTERNAL PUBLIC DEBT 
Total overseas borrowing 


Notes 


@nonmarket component excluded 

brast Wednesday of CY 1977-79; of September 1980 

Cat end of CY 1977-79; end of September 1980 

dror the 12 months ending December 31, 1980, the CPI increased 11.8% 
€ror CY 1977-79, and first 9 months of 1980 

fcy 1980--estimated 


Sources: Bank of Papua New Guinea; Department of Finance 





3 


CURRENT ECONOMIC SITUATIONS AND TRENDS 


Setting 


Papua New Guinea (PNG) enters 1981 with several short-term prob- 
lems, a number of longer term challenges, and several key factors 
that justify optimism concerning the country's economic prospects. 


The two most serious short-term problems are the high rate of in- 
flation and a deteriorating balance-of-payments situation. Longer 
term challenges to economic development include: the declining 
production of copper and gold; probable decreases in the production 
of major agricultural exports; a Public Service that continues to 
absorb a disproportionately large part of the budget; a relatively 
high wage structure in light of productivity levels; a costly sys- 
tem of Provincial government; possibly declining educational 
standards; deteriorating delivery of government services to the 
village (e.g., agricultural extension and medical care); more fre- 
quent and widespread power outages; water supply problems in Port 
Moresby; an increasing foreign debt service burden, along with a 
rising dependence on external financing; a continued reliance on 
Australian aid for budget support; and serious land tenure problems. 


Balancing these current problems and future challenges are at 
least three factors that shed a potentially very bright light on 
the nation's economic future. First, Papua New Guinea is excep- 
tionally rich in natural resources. Its mineral wealth has barely 
begun to be tapped, and Papua New Guinea may yet prove to possess 
Significant commercial quantities of petroleum. Much of the land 
is extremely fertile and has the potential to sustain future popu- 
lations along with a large food and timber export capacity. The 
fishery resources also have potentially much higher yields. 


The second factor is the conservative nature of the cultural, 
political, and social system. Decisionmaking is slow as projects 
are evaluated and reevaluated. While this has meant that develop- 
ments have taken place slowly, it has also meant that rapid and 
incautious decisions are unusual. 


The third factor leading one to optimism is that PNG's economic 
and financial policies have led to an avoidance, for the most part, 
of many of the problems that have come to be all too typical in 
much of the Third World: large-scale urban drift, extensive over- 
borrowing followed by crippling foreign debt repayments, a great 
maldistribution of income, revolutionary movements, etc. Economic 
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Management since independence has left PNG in an enviable position 
in the Third World. However, solution of many of the medium-term 
challenges depends on political will as much as economic decisions. 


Minerals, Petroleum, and Energy 


Copper production (in concentrate form) for 1980 at Bougainville 
Copper Limited (BCL) was down 14 percent and gold production was 
down 29 percent from 1979 as a result of reaching sections with 
lower grade ore. Lower world copper prices magnified the impact 

of reduced production, although the higher price for gold partially 
offset this effect. In 1980, for the first time, the value of gold 
exports exceeded that of copper. In an attempt to offset the 
lowering ore grade problem, BCL stepped up its throughput of ore © 
in 1980. With the installation of a new ball mill in 1982, BCL 

can raise this capacity and additional 10 percent. Throughput 
levels could be increased even further with installation of addi- 
tional energy capacity, but such a development depends on prospects 
for expanding BCL activities to new mining sites on Bougainville 
Island. 


Construction of the $1.6 billion Ok Tedi Copper and Gold Mine in 
the Star Mountains near the Indonesian border is expected to begin 
in late 1981, with gold production commencing in 1984 and copper 
production in 1986. An international consortium will own and 
Operate the mine. The four partners are Amoco Minerals Co. (U.S.) 
--30 percent; Broken Hill Pty. Ltd, (Australia)--30 percent; 
Kupferexplorationsgesellschaft MBH (West Germany)--20 percent; 

and the PNG Government--20 percent. 


Other major mining sites now in the early exploration and develop- 
ment stages are at Frieda River in the West Sepik Province (copper) 
and Porgera in Enga Province (gold), both involving international 
consortia. Esso Papua New Guinea has applied for exploration 
rights over large portions of New Britain and New Ireland as well 
as in the New Guinea area and plans an extensive work program. 


Gulf Niugini, after hitting two dry wells, expects to drill two 
more in 1981-82. In addition, a number of other oil companies are 
negotiating for prospecting rights in various areas of the country. 
Although there have been oil exploration activities in PNG for 

over 70 years with no finds of commercial quantities, the companies 
are optimistic about their prospects. 


Papua New Guinea has vast untapped hydroelectric potential. Sev- 
eral extremely large projects have been considered for some time 
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and might prove feasible in the future in conjunction with a large 
minerals processing scheme. The Government is doing considerable 
work on mini hydropower projects, biogas research and pilot proj- 
ects, solar power, and other alternative energy possibilities. 


Agriculture 


Agriculture remains perhaps the most troubling sector of the econ- 
omy. World prices for cocoa, copra, and coffee declined in 1980. 
Although prices might improve in the short term, of much greater 
concern is that as the percentage of aged trees and plants in 

these three key export commodity areas continues to increase (25 
percent of coffee trees, 35 percent of cocoa plants, and 70 per- 
cent of estate coconut palms are beyond their economic life), 
production is likely to decline further. Although there are some 
bright prospects for coffee production, there is little possibility 
of an early reversal of this general trend. 


The traditional land tenure system whereby land is communally owned 
continues to provide a serious constraint on the development of a 
modern agricultural sector. The proposed Mekeo rice project, on 
the drawing boards for several years, was supposed to supply almost 
25 percent of PNG's rice requirements. The recent announcement by 


the Minister of Primary Industry of the project's cancellation 
makes it the latest victim of these land problems. 


Another serious challenge that needs to be addressed is the provi- 
sion of agricultural extension services--woefully inadequate at 
present. This problem is exacerbated by the lack of coordination 
between the National Government's Department of Primary Industry 
and the Provincial governments, which are responsible for extension 
services. 


In the November 1980 budget session of Parliament, the Government 
announced the formation of a National Agricultural Committee 
chaired by the Prime Minister. The Committee will deal with broad 
policy initiatives in the agricultural sector. Another initiative 
to help stimulate agriculture was an announcement proposing low- 
interest (5 percent loans) by the Papua New Guinea Development 
Bank for new land development and for replanting and rehabilitating 
agricultural projects (especially aged tree crops). The PNG Gov- 
ernment is currently negotiating with the World Bank for a loan to 
help finance this assistance program with the low interest rates 
applicable to the poorest regions of the country. 





Growth 


The PNG Government uses government expenditure increases as a 
policy instrument to stimulate national growth. Recent policy has 
been to increase real government expenditure by 3 percent annually. 
The Government had planned to raise this figure to 5 percent in 
1981, but the combination of declining revenues from Bougainville 
Copper Ltd. and a larger-than-expected rate of decline in the 
amount of financial assistance from Australia (approximately $280 
million in 1980) forced them to continue with the 3 percent figure. 


Under the National Public Expenditure Plan (NPEP), a "rolling" plan 
revised each year and covering a 4-year period, funding of recur- 
rent expenditures is limited to the real levels of 1976-77, with 
the 3 percent increase (plus other funds made available when 
earlier projects are completed) all going into new developmental 
projects--the so-called new project "wedge." The NPEP has not been 
totally successful as yet, with actual expenditures considerably 
below planning estimates. In 1979, only 69 percent of funds al- 
located for NPEP projects were spent; the Government expected this 
percentage to be higher in 1980. At the same time, fiscal control 
over the departments' recurrent expenditures remains a serious 
problem for the Government. 


In order to provide more funds for the new project "wedge" for 
1981, the Department of Finance has been trying to force government 
departments to cut expenses. A proposed reduction in the size of 
the Public Service--salaries alone account for 38 percent of the 
budget--was announced in November, although no action has yet been 
taken. 


A constraint on growth has been the system of Provincial Govern- 
ment, whereby many functions and funds previously assigned to the 
National Government now reside with the former. The performance 

of some of the 19 Provincial governments (plus the National Capital 
District) has been good; most have been quite disappointing. Much 
work needs to be done to make this decentralized system function 
better. The National Government has initiated improved training 
for Provincial finance officers and is trying to monitor the finan- 
cial activities of the Provincial governments. 





FOREIGN INVESTMENT AND TRADE 


Foreign Investment 


The climate for foreign investment in PNG is generally favorable, 
although there are certain features unique to the country. For 
example, the existence of Provincial government obliges foreign 
investors to deal with an additional tier of government. In addi- 
tion, the Government's "localization" policy--replacing expatriates 
by nationals--requires foreign firms to participate increasingly in 
the training process. 


A number of areas are reserved for national investors under the 
"National Investment Priorities Schedule" produced and monitored 

by the National Investment and Development Authority (NIDA). The 
list of sectors in which the Government encourages foreign invest- 
ment, however, is extensive and includes the following: minerals, 
petroleum, forestry, fishing, shipbuilding and ship repair, tourism, 
agriculture and livestock, secondary industries, and technical and 
professional services. For minerals and petroleum projects, the 
Government reserves the right to participate as an equity partner 
with up to 30 percent interest, although thus far the Government 
has limited its equity interest more often to 20 percent. In other 
areas, the Government may take a larger interest, although it has 
done so only in some agro-industry cases. The Government encour- 
ages joint ventures on smaller projects. 


Papua New Guinea sent a large investment mission to the United 
States in 1980. As a result, the Overseas Private Investment Cor- 
poration (OPIC) sponsored a mission to PNG in February 1981, with 
representatives of 10 large American corporations. 


Although American investment in PNG at this writing is virtually 
nil, the situation is changing. The previously mentioned Ok Tedi 
Copper and Gold Mine contains 30 percent U.S. equity. In Kavieng 
on New Ireland, Starkist is shortly to begin construction of a 

tuna cannery in which it will have 40 percent equity. Several 
American firms are looking at possible timber and agricultural 
projects, and others are becoming active in the minerals and petro- 
leum fields. 


Other large foreign investment projects currently underway or about 
to enter the construction phase are the Ramu sugar project (K99 
million), which will begin to process 2800 tons of cane a day in 
late 1982 and will ultimately produce 40,000 tons of white sugar 
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per year (the largest import-replacement project now underway); and 
a hotel (K20 million), with 300 rooms at Ela Beach in Port Moresby 
with a planned opening in 1983. Negotiations are underway with a 
Filipino firm for an K80 million timber project at Vanimo. 


Trade and Balance of Payments 


PNG continues to attempt to diversify trade beyond its traditional 
dependence on imports from Australia, looking toward the ASEAN 
countries, in particular, as a large, new potential trading part- 
ner. The Government sent a trade mission to Southeast Asia in 
1980. 


With direct shipping service to the U.S. West Coast, the potential 
for American trade with PNG is increasing. Although many American 
sell to PNG through their Australian distributors or agents, an 
increasing number are finding that costs can be lowered by dealing 
directly with PNG and avoiding high Australian shipping and service 
charges. 


Once construction begins on the Ok Tedi mine, U.S. exports to PNG 
should increase significantly. Areas in which American exporters 
can find a growing market in PNG include the energy sector (hydro- 
power--both large-scale and mini hydro projects, solar, biogas), 
forest industry equipment (a U.S. Commerce Department Forest Prod- 
ucts Trade Mission will visit PNG in mid-1981), construction indus- 
try (roads, buildings), mining equipment, consultancy (especially 
engineering), port development, and food and other retail products. 


The less favorable balance-of-payments situation that has developed 
is a result of a combination of factors, including declining produc- 
tion at Bougainville Copper Limited, copper prices remaining lower 
than the long-term average, the continuing drop in world prices of 
PNG's major agricultural commodity exports (cocoa, coffee, and 
copra), a continually rising import bill fueled by increasing pe- 
troleum prices, rising government expenditures pushing up income 
levels, shifting consumer preferences toward imports, and a slower- 
than-expected drawdown of concessional loan assistance. 


The most recent balance-of-payments figures are as follows (all in 
million kina): 


Jan.-Sept. 1979 Jan.-Sept. 1980 


Trade Balance vis .4 a7 ia 
Current Account Balance 52.3 -83.0 
Capital Account Balance 52.4 3.2 
Overall Balance 110.7 -37.8 
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It is unlikely that the factors depressing the balance of payments 
will be alleviated in the short term. However, Ok Tedi gold pro- 
duction beginning in 1984 and copper production in 1986 should 
help improve this situation in the middle term as will success in 
rejuvenating the agricultural export sector and stimulating fish- 
ery and forestry development. 


A somewhat unique aspect of PNG's economic policy is its commod- 
ity stabilization funds, which are designed to minimize both macro 
and micro effects of fluctuations in the world price of the coun- 
try's key export commodities. 


Banking, Finance, and Inflation 


Papua New Guinea continues to maintain its so-called "hard kina 
strategy," whereby one of the elements in its anti-inflation policy 
is to maintain a strong kina through periodic revaluations. (The 
other elements of this policy are wage controls, price controls, 

and limitations on government spending). The kina is valued 
against a basket of currencies of PNG's major trading partners. 

The last revaluation (5 percent) took place in December 1979. The 
kina appreciated approximately 7 percent against the dollar in 1980. 


The hard kina policy has come under increased criticism recently 
from some sectors claiming that it impedes the development of 
import-substitution industries, discourages exports, especially 
in the vital agricultural sector, and fails to control inflation 
with the effects of the December 1979 revaluation not being 
passed on to the consumer. The Department of Finance, however, 
continues to support the hard kina as the most appropriate policy 
to constrain inflation. 


The rate of inflation, moderate in world terms for the first 4 
years of independence, began to increase in the last quarter of 
1979. It peaked at 12.5 percent for the year ending June 30, 1980, 
and was 11.8 percent for calendar year 1980, perhaps indicating a 
lowering trend. This 11.8 percent figure was higher than pre- 
dicted by the Finance Minister in November, but lower than many 
observers expected in view of the typically higher rate experienced 
in the December quarter. 


PNG's first merchant bank, Resources and Investment Finance Lim- 
ited, has completed its first full year of operation. The Bank of 
Papua New Guinea offered its first issue of Treasury Bills for 
auction in 1980. There has thus been progress in the development 
of a money market in PNG. 
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In December 1980, the Government obtained its third foreign com- 
mercial loan since independence. Chase led a 10-bank syndicate 
for this $75 million loan priced at 0.625 percent over LIBOR, a 
lower spread than PNG obtained in either of its two earlier bor- 
rowings. This reflects increased commercial bank confidence in 
PNG's economic prospects. The Government will return to the mar- 
ket in 1981 to finance its infrastructure contribution to the Ok 
Tedi project and perhaps to fund its equity participation. PNG 
will most likely require a loan for balance-of-payments support 
by year's end. 


Implications for U.S. Business 


A number of American companies are represented in Papua New 
Guinea, either directly or through Australian subsidiaries. 

These include: Price Waterhouse and Associates; Peat, Marwick, 
Mitchell and Co.; Addressograph Multigraph of Australia Pty. Ltd; 
Carrier Air Conditioning (N.G.) Pty. Ltd; Hertz Rent-a-Car; 
Travelodge Papua New Guinea Ltd; Coca-Cola Bottlers; and Goodyear 
International. The Amoco Minerals Co., Esso Papua New Guinea, 
Gulf Niugini, and Starkist were mentioned earlier in connection 
with certain projects. 


Currently, the United States supplies about 5 percent of Papua 
New Guinea's imports and is, in return, a market for about 5 per- 
cent of the country's export sales. During 1979, the United 
States exported the following items in amounts valued between 

US$1 and $5 million: tires; iron and steel castings and forgings, 
rough-finished; anchors and grapnells; parts of construction and 
mining machinery; trucks; and special purpose motor vehicles. The 
following items were exported in amounts valued between US$0.5 to 
$1 million: nonferrous metal waste and scrap; hand tools; genera- 
tor sets, engine driven; wheeled tractors; construction and mining 
machinery; mineral crushing, sorting, and mixing equipment; lift- 
ing, loading, and conveying machinery; parts of TV, radio, and 
sound reproducing equipment; parts of road vehicles and tractors; 
and measuring and controlling instruments. The total value of 
these 16 items accounted for 71 percent of all U.S. exports to 
Papua New Guinea during the year. 


Prospects for increasing exports in the future appear fair to good 
in view of the various projects planned by the Papua New Guinea 
Government, and the prospects for additional mineral and ore proj- 
ect developments over the next 2 or 3 years. In addition, the 
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country's apparent willingness to seek new sources of supply and 
to reduce its dependence upon traditional suppliers should prove 
advantageous to American exporters willing to spend some time and 
effort on the market. 
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